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Considerations in Representing Western
Companies in Technology Transfers to
East Asia
By

JEFFREY J. BLATT*:

It has been said that technology transfer is like teaching: it is best
done in person .... the same can be said of negotiation,even in this age
of e-mail, facsimile, and teleconferencing...
In Asia, patience,persistence, understanding,and conductinga negotiation as if engaged in a battle while providing the opportunity for
both sides to save face, will place one on a path of success. ..
I.

Introduction

The countries of East Asia have some of the fastest growing
economies in the world. The region's need for high technology is no
more evident than in the semiconductor, broadcasting, electronics,
and telecommunications fields. The general lack of adequate television, cable, telephone, and other infrastructure outside of the major
metropolitan areas lends itself to foreign direct investment, joint ventures, and the procurement of high technology by Asian buyers. Exponential growth in technology transfer to the region is expected to
continue well into the next century. In Malaysia alone, over 834
agreements for technology transfer have been entered into between
local and foreign companies since 1990.2
* JEFFREY J. BLATIr, ESQ. is a partner with the law firm of Irell & Manella in Lcis
Angeles. His international focus is on intellectual property protection and technolo.'y

transfer, and satellite broadcasting/telecommunications projects in the Pacific Rim. He
represents both U.S. and Asia based clients in domestic and international tranbactions.
Mr. Blatt is also an adjunct professor of law at Golden Gate Law School in San Francisco,
and a visiting professor of law at the Chulalongkorn University Law School in Bangkok,
Thailand, where he teaches comparative United States-Asia intellectual proparty la%.
1. Comments made by the author at the HAsINGS IN'L & Co'.ip. L. REV.'s Fourteenth Annual Symposium on Licensing, Protection. and Enforcement of Intellectual
Property in East Asia (Jan. 27, 1996).
2. 834 Tednology Transfer Deals Signed Since 1990. NEW Srmtirrs Ti,,mrs. Nov. 29,
1995 at 11.
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Although there is a strong desire by East Asian countries to encourage technology transfer, there are also many pitfalls for the unwary transferor or vendor. Some of these pitfalls are the result of the
scope of available intellectual property protection in the host country,
and others arise from specific laws and regulations respecting technology transfer, foreign investment, and the manner in which such laws
are enforced.
The most important factor in any proposed technology transaction is the business reason for the deal itself. In addition, the level of
intellectual property protection in a potential host country is a factor
in the decision as to which host country to select for the technology
transfer. Another important factor is the type of industry and the activity the foreign investor is considering. For example, foreign direct
investment that relates to manufacturing activities may have important components of know-how, proprietary methods, data, and trade
secrets. Weak protection in the trade secret area in one country may
weigh against investment in that country. Additionally, cultural issues
arise in structuring technology transfer agreements between Western
providers of technology and East Asian buyers. The manner in which
contracts are negotiated, expectations, and the process of awarding
contracts differs between the West and the East. Provisions relating
to performance bonds, delay damages, intellectual property indemnification and ownership, representations and warranties, dispute resolution and arbitration, training, documentation, and tax issues must be
negotiated in the context of the deal.
One distinctive feature of technology acquisition in Asia is that
although the representation and negotiation process may be rigorous,
there is a strong emphasis on establishing an ongoing relationship with
the other party to the transaction. In addition, throughout the negotiation stage, it is common for the parties to engage in certain posturing
to secure a negotiating advantage, while providing for escape routes
for the other party to save face in the transaction. These factors, which
distinguish negotiations in Asia from those in the West, constitute
some of the more satisfying and challenging aspects of the process of
structuring a technology transfer to East Asia.
A broad spectrum of technology is transferred to East Asia, including high technology products and manufacturing methods. For
example, the technology may relate to computers, disk drive manufacture, agricultural and textile technology, environmental systems such
as waste management methods and equipment, and satellite and telecommunications technology. Taking advantage of lower labor costs,

19961

Representing Western Companies in Technology Transfers

industries in developed countries can transfer manufacturing and assembly technology to Asia for products to be reexported to countries
around the world.
Today, Asian governments and corporations are also increasingly
the customer in technology acquisition contracts. The technology that
a Western corporation sells or licenses in Asia may be so advanced
that it may effectively "leapfrog" the technology currently deployed in
the West. Examples include digital cellular phone technology and direct-to-user satellite television broadcasting systems.
Although East Asian countries encourage technology transfer,
there are potential obstacles for the unwary transferor or technology
vendor. Some of these pitfalls result from U.S. export controls and
tax laws for technology originating in the United States. Others are
the result of the scope of available intellectual property protection in
the host country. Still other pitfalls arise from specific laws and regulations for technology transfer agreements and their enforcement, as
well as rules relating to foreign investment. The level of intellectual
property protection in a potential host country is a factor in the decision as to which country to select for the technology transfer. The
interrelationship of foreign direct investment and intellectual property
protection is complicated and not easily quantifiable, although a
number of studies have explored it.3 The level of intellectual property
protection in a particular developing country is a factor in deciding
not only whether to invest but also how much technology can safely
be transferred.
This Paper discusses a number of considerations for structuring a
successful technology transfer to East Asia. The discussion is from the
perspective of the potential technology transferor or technology vendor. A similar discussion from the perspective of an Asian company
or government body desiring to acquire technology would be a very
different article. A corresponding discussion from the Asian buyer's
perspective is much more complex than simply reversing the roles of
the buyer and seller as described in this Paper.
In addition, every transaction is unique and each jurisdiction will
emphasize its own concerns and subject the parties to its own laws,
3. See U.N.

DEP'T OF ECON. AND Soc. DE'.. INTELLECTUAL PporEPT'. RirHTS AND

FOREIGN Dniacr INvaS'TaINT, U.N. TRANSNATIONAL CORFORATIONS A'.D MAN AGE-

DrIVsION, U.N. Sales No. E.93.II.A.10 (1993); see also Fropcry Dcvclopcrs: Why
Asia Needs IntellectualProperty Rights, FAR E. EcoN. RE%., Sept. 1. 1994. at 5 (a stronglyworded editorial on the need for Asian nations to protect intellectual pr.wperty rights in
order to encourage foreign direct investment).
NmNT
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thereby affecting the terms of the technology transfer agreement. The
countries of East Asia are experiencing rapid growth and their financial, legal and political systems are changing rapidly. Thus, the most
that can be accomplished here is to identify some issues, potential pitfalls, and concerns for a potential vendor or technology transferor.
II. Considerations for Technology Originating in the
United States
A.

United States Export Controls

Virtually all exports from the United States, including transfers of
data and other technology, must be authorized in advance by the
United States Department of Commerce.4 A transferor of U.S. technology must determine if the technology to be transferred is the subject of a general license or if a special validated license from the
Department of Commerce is required prior to export. A blanket authorization established by the Bureau of Export Administration permits certain types of exports under certain conditions. An exporter
need not make a specific application to obtain authorization to export
such commodities under a general license. A validated license is a
formal document issued to a particular exporter, permitting the export
of certain products or data.
The type of license required depends on the nature of the exported technology and the country to which it will be sent. Foreign
countries are classified into seven different country groups.5 A Commodity Control List is published by the Bureau of Export
6
Administration.
An exporter can determine if a contemplated export of technology is covered under a general license by referring to the commodity
control number for the product to be exported to a particular country.
If a validated export license is required, the exporter must submit an
application for review based upon current U.S. domestic and foreign
policies. For example, a proposed technology transfer to Vietnam will
be more closely scrutinized than a similar transfer to Malaysia. It is
beyond the scope of this Paper to provide a detailed review of U.S.
export control laws and regulations, but it is sufficient to note that an
important step in any contemplated transfer of U.S. technology is to
4. Export Licensing, General Policy and Related Information, 15 C.F.R. § 770 (1996).

5. See id § 770.9.
6. Id § 799.1.
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verify that the export will be allowed by the U.S. Government to the
host country.
The export control laws also may apply to foreign made products
using U.S. technology and to foreign made products containing U.S.
made parts. The regulations apply not only to the export of technology to a foreign destination, but also to the exported technology's
reexport to another foreign destination.7
An interesting situation arises if the potential transferor pursues
patent protection in the host country. Under U.S. law, a foreign filing
license must be obtained (or the applicant must wait six months after
filing its U.S. patent application) prior to filing the patent application
overseas.8 Once these conditions are met, the U.S. patent application
may be fied abroad, thereby disclosing the technology to the foreign
government. In most countries, the patent application is published
eighteen months after the date of filing in the United States. Once the
technology transferor holds a foreign patent, the patent represents a
right granted by the foreign government to utilize the invention in the
host country. If all that is required to practice the invention is contained in the foreign patent, it may not be necessary to transfer any
additional technology from the United States. As the export control
laws do not apply to public information, the technology disclosed in
the patent publication will fall outside the scope of U.S. export regulations. Similarly, public information previously disclosed in papers, or
at conferences and trade shows, is also generally not affected by the
export control laws. However, in most cases, additional technology in
the form of trade secrets, drawings, data, and know-how must be
transferred to provide sufficient information for commercial use of the
technology. This confidential information would be subject to U.S.
export control regulations.
B.

Tax Implications

In addition to U.S. export control laws, there may be U.S. and
foreign tax implications for the contemplated technology transfer.
With respect to U.S. law, section 482 of the Internal Revenue Code
requires that consideration for intangible property transferred in a
controlled transaction be commensurate with the income attributable
7. See WVLLL.i ROOT & JoHN L1i-B.IAN, UNITED STATES Eroo.nr C-.-TFL (3d
ed. 1993) (providing an in-depth review of U.S. export restrictions and hcensinrequirements).
S. 35 U.S.C. § 184 (1994).
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to the intangible. 9 Section 482 applies to intercompany transfers between two or more organizations (whether or not incorporated or organized in the United States) owned or controlled directly or
indirectly by the same interests. Issues relating to foreign tax credits
also arise, as does the application of any bilateral tax treaties between
the United States and the host country. Thus, there may be tax implications for a U.S. technology transferor, depending on the nature of
its ownership interest in the foreign company, subsidiary, or joint venture receiving the technology, as well as the tax relationship between
the United States and the foreign country. In addition, many countries of East Asia have withholding tax requirements for local companies acquiring intellectual property rights, paying royalties for
intellectual property licenses, or acquiring technical or legal services
from foreign companies.
Thus, U.S. and foreign tax laws may require that the transaction
be structured more imaginatively to reduce the tax burden for the parties. For example, Malaysian tax laws provide that a Malaysian company contracting for services with a foreign company must withhold
ten to fifteen percent of the amounts to be paid to the foreign company as an estimated tax. If the transaction contemplates the sale of
equipment and providing support services (such as training or warranty services), Malaysian taxes may be minimized by structuring the
transaction to provide the service portion of the contract through a
local Malaysian subsidiary or partner company. In addition, the characterization of fees, royalties, and equipment costs in the contract
should be set forth in a manner that will minimize the possibility of a
foreign government's tax office considering the entire contract price
as being subject to taxes.
C. Foreign CorruptPracticesAct
Another consideration for a U.S. transferor of technology is the
application of the Foreign Corrupt Practices Act (FCPA). 10 Among
its provisions, the FCPA prohibits the furnishing of a thing of value to
a third party for the purpose of influencing him to do or not to do an
act in violation of his lawful duty." A person is deemed to "know"
that the thing of value will be given to a foreign official if the person is
9. I.R.C. § 482 (1994); see also T.D. 8552,26 C.F.R. §§ 1,602 (1994); 1994-31 I.R.B. 4
(I.R.S. final regulations relating to intercompany transfer pricing under § 482).
10. The FCPA is codified in various sections of the U.S. Code. See 15 U.S.C. §§ 78a,
78m, 78dd-1, 78dd-2 (1994).
11. 15 U.S.C. § 78dd-l(a)(3) (1994).
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"aware of a high probabiity..., that the funds will be so used. ! 2
Although the FCPA is directed at preventing bribery of foreign officials and the influencing of foreign government processes, the FCPA is
also a potential trap for the unwary. Gift giving and the payment of a
little "extra" in appreciation of services promptly performed is common in Asia. This is in addition to those rather clear-cut instances
where sums of money are accepted by foreign officials for preferential
treatment in the granting of licenses, approvals, and other special
considerations.
Western concepts of arms length and impartial dealings with government officials and corporate entities are not always directly applicable to Asian traditions and social norms. As is well known, the
building and maintenance of relationships in Asia is critical to the success of any business endeavor. Thus, a U.S. company or individual
must avoid a violation of the FCPA, while at the same time gaining
acceptance into the host country's culture. Publishing a company policy regarding the giving and acceptance of gifts will assist employees
of the U.S. company in avoiding transactions that may give rise to a
violation of the FCPA. In the event of an alleged violation by an officer or employee, a written policy is also useful as evidence of an
intent to comply with the FCPA by the corporate entity.
IHL.
A.

Quantifying and Protecting the Transferred Technology
Cultural Considerations

"Jai Yen". Thai for "cool heart." In Thai society, public demonstrations of anger are considered bad form, and direct confrontations
are to be avoided at all costs. This aspect of Thai culture must form an
integralpart of any Western negotiator'sdemeanor when structuring a
3
deal in Thailand.'
It is critical for any would-be transferor of technology to carefully
quantify the technology that may be transferred. Despite the trend
for harmonization, intellectual property protection is still territorial in
nature. Although the Agreement on Trade Related Aspects of Intellectual Property Rights (TRIPS)' 4 will set minimum standards for
12. 15 U.S.C. § 78dd-l(f)(2)(B) (1994).
13. Comments made by the author at the HAsriNcs

INT'L & Cor.ip, L. REv.s Fourteenth Annual Symposium on Licensing, Protection, and Enforcment of IntAllctual

Property in East Asia (Jan. 27, 1996).

14. The Agreement on Trade Related Aspects of Intellectual Property Rights (TRIPS)
is included in the General Agreement on Tariffs and Trade (GATr. General Agreement
on Tariffs and Trade - Multilateral Trade Negotiations (The Uruguay Round): A-raement
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member countries to adhere to once fully implemented, some important jurisdictions such as Vietnam and the People's Republic of China
are not yet members.' 5 Even with the minimum standards required
by such international treaties and conventions, the intellectual property laws of each jurisdiction are unique and represent the culture and
concerns of the local society. Any comparative review or analysis of
legal structures, whether of Western or Asian jurisdictions, must include an understanding of the culture.
A review of the intellectual property laws of the United States
demonstrates the emphasis of U.S. culture on individual rights. For
example, with very limited exceptions under U.S. law, a patentee cannot be forced by the government to grant a license to a third party
under his patent. If the patentee does not wish to license or otherwise
utilize his patented invention, he cannot be forced to do so. A U.S.
patent is an intangible property right for which the patentee has historically held an exclusive monopoly for seventeen years. 16 A number
of other "rights" are also created under common law, such as fiduciary
duties and obligations between parties and partners and trade secret
rights. Intellectual property rights in the U.S. stem from a culture that
has long protected individual rights, values, and ideals. However, it is
important for a U.S. intellectual property owner to understand that
the system which protects his rights as property, and allows him exclusive control over their destiny, is confined to the U.S. borders.
Many East Asian jurisdictions do not have the same history of
intellectual property protection as the United States and other Western countries. In addition to generally being civil law jurisdictions or
governed by socialist legal systems, East Asian countries' laws reflect
a consensus building decision process and a greater concern for the
good and protection of society, and consequently less protection for
individuals. Intellectual property rights in East Asia are subject to
limitations imposed to ensure that the rights granted serve the society.
The grantee of these rights is given a legal monopoly to exploit the
on Trade-Related Aspects of Intellectual Property Rights, Including Trade in Counterfeit
Goods, Dec. 15, 1993, 33 I.L.M. 81 [hereinafter TRIPS]. The United States has ratified the
GATT Implementation Treaty and a number of bills have been passed to amend U.S. law
to achieve GATTITRIPS compliance. Pub. L. No. 103-465, 108 Stat. 4809 (1994).
15. TRIPS art. 65, 33 I.L.M. at 107. Developed countries are obliged to pass legisla-

tion conforming to the provisions of TRIPS within one year after entry into force of the
Agreement. Id. A developing country must comply with the provisions within four years
and least developed countries have ten years to comply with the provisions of TRIPS. Id.
16. This period will run for 20 years from the earliest date of filing under TRIPS or 17
years from grant of patent, as implemented by 35 U.S.C. § 154(a)(2) (1994).
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property. However, this monopoly must be exploited in a manner
that benefits society. Grantees cannot simply sit on their rights, for if
they do they may be subject to compulsory licensing. Moreover, foreign owners may find that although they possess intellectual property
in the United States or Europe, once they enter an East Asian country
they have no right to a similar monopoly. In fact, their inventions and
trade secrets may be available for public use.
Despite some general Asian similarities in cultural concerns and
priorities, the laws of Thailand will differ from, for example, the laws
of Vietnam or Singapore. Structuring a technology transfer agreement therefore requires an appreciation for the culture of the particular country in which the transferor is considering doing business.
Cultural considerations that may be important include legal history
and dispute resolution mechanisms, religious beliefs, language, cultural work habits and expectations, accepted concepts of property and
its ownership and transfer, and a variety of other factors unique to the
host country.
B. IntellectualProperty Protectionin the Host Country
With respect to the transfer of technology, it is important to understand the extent to which the intellectual property laws of the
country will provide protection and what risks exist if the transferor is
required to provide indemnification for the infringement of a third
party's rights. An intellectual property audit of the protection available for the contemplated technology transfer should be conducted.
For example, if the technology is computer hardware and
software, will the country's patent laws protect the technology or are
there limitations to what is protectable by patent? Some countries in
East Asia protect computer hardware but not software under their
patent laws. Other countries protect combinations of hardware and
software under their patent laws but do not protect pure softvare.
Does the host country have a copyright law, and if so, does the law
explicitly protect computer softvare? Is the host country a member of
Berne, the Uniform Copyright Convention, or a party to a bilateral
copyright treaty? Does the copyright law protect semiconductor topologies ("mask works") or is protection afforded by a sui generis
law? What about trade secret protection and the enforcement of confidential disclosure agreements? Are there any limitations on the ability of the owner of a trade secret to maintain trade secret status of the
technology after the expiration of the technology transfer agreement,
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or does the trade secret stay in the host country and become part of
the technical base of the country for others to use?
A comparison of intellectual property protection afforded by
Thailand and Vietnam illustrates the importance of recognizing the
distinctions between the intellectual property protection established
by different East Asian countries. Under the new Thai patents law,
computer hardware is protectable by patent but computer software is
not afforded protection. 17 However, if an invention is composed of
both hardware and software, it may be possible to obtain protection
for the invention under the guidelines of the Thai Department of Intellectual Property. Similarly, under the old Thai Copyright law there
was no explicit protection for computer software.'" Under the new
Thai Copyright Act, computer software will obtain a level of protection consistent with the TRIPS requirements.' 9 A further consideration in light of the new Thai copyright law is what level of exposure
will still exist for a foreign transferor of software technology. Is the
breadth of the provisions that would correspond to "fair use" within
acceptable limits?20 In addition, since Thailand does not provide
trade secret protection or other equitable remedies under common
law, how can the trade secrets of the foreign owner best be protected? 2 ' Are the existing penal statutes that relate to the protection
of confidential information adequate?22 How soon will Thailand enact statutes for trade secret protection in accordance with the require17. See Patents Act, B.E. 2522 (1979), amended by Patents Act (No. 2), B.E. 2535,

§ 9(3) (1992) (Thail.) [hereinafter Thai Patents Act] (computer programs not protected by
patent).
18. Copyright Act, B.E. 2521 (1978) (Thail.).
19. Copyright Act, B.E. 2537 (1994) (Thail.) [hereinafter Thai Copyright Act]; TRIPS,
supra note 14, 33 I.L.M. 81.

20. See, e.g., Copyright Act, B.E. 2521, supra note 18, § 31. Historically, "personal
use" of copyrighted works has been considered to include personal business use. Thus, the
use of unauthorized reproductions of copyrighted works in a family business has not been
considered an infringement. Personal businesses have also included a large corporation
under the old Act. Under the new Act, personal family use is still not considered an infringement, but distribution within a business will likely be. Thai Copyright Act, supra
note 19, § 32. However, the dividing line between lawful use and infringement in this area
is not well defined.
21. See Christopher Moore, Confidentiality and Non-Disclosure Agreements under
Thai Law, LEx MUNDI WoRLD REp., Oct.-Dec. 1993.
22. Thai criminal law provides that "[w]hoever, by reason of having a position, profes-

sion or occupation of trust, discloses or makes use of any secret of another person concerning industry, discovery or scientific invention, which became known or communicated to

him, for the benefit of himself or any other person, shall be punished with imprisonment
not exceeding six months or fine ... or both." Pen. Code, B.E. 2499 § 324 (1967) (Thai].)
[hereinafter Thai Penal Code].
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ments of TRIPS2 and in the interim can other mechanisms bridge this
gap in protection?
Evaluating the intellectual property protection afforded in Vietnam presents similar considerations. Vietnam has embarked on the
long journey of entering the world of international trade and its intellectual property laws can be safely categorized as substandard from a
TRIPS perspective. Although Vietnam's patent laws are more developed than its fledgling copyright law, computer software is not protected and protection for combinations of hardware and software is
questionable.2 4 There are also no civil trade secret statutes to assist
the foreign technology owner in protecting his proprietary trade
secrets from misappropriation. Yet despite the current lack of intellectual property protection, economic forces are driving investment
into Vietnam.25 So long as the government continues to support its
open-door policy, this investment is likely to continue flooding in.
The foregoing discussion illustrates that it is critical to conduct a
full audit of the available intellectual property protection in the host
jurisdiction when structuring a technology transfer. This audit must
include not only an analysis of the legal protection available, but also
cultural considerations, enforcement, and remedies provided under local law. Each jurisdiction in Asia is unique and has advantages and
disadvantages as a potential recipient of technology from a foreign
owner. The risks and the benefits from both the legal and business
perspective must be weighed, and the intellectual property audit is a
first step in the process of negotiating a successful transaction.
Despite the relative lack of protection of intellectual property in
some East Asian nations, in most cases it is possible to structure an
imaginative and successful transaction.
23. See TRIPS, supra note 14, art. 39, 33 I.L.M. at 103 (protection of undisclo-Ad
information).

24. See Ordinance on Innovations to Effect Technical Improvement and Rationalization in Production and on Inventions, § 13,promulgatedby Government Decree No 31-CP
(Jan. 23.1981), amended by Government Decree No. S4-HDBT of the Council of Ministers
(Mar. 20, 1990) (Vietnam) ("The following shall not be considered [an] invmentan.n ,entffil
principles; ... computer programs, integrated circuits ....

")

25. Investment in *Vetnamand consequent technology transfer is continuing. For example, Procter & Gamble Co. recently signed a letter of intent to form a S14 3 million
venture with Consumer & Industrial Chemicals Corp. of Vietnam to make S- p hAmpJo,
toothpaste, and detergent. Procter & Gamble will own 70 percent of the joint %.enture.
Procter& Gambleto Form Joint Venture in Vietnam, WALL ST. J., Aug. 18, IB0l, at A . Sce
also Dan Biers, As Vietnam Opens Its Arms to Foreign Investors, Japanese,
c,
S Firms tat;e
a Measured Plunge, AsrAN WALL ST. J. WiuLY., Sept. 5, 1994, at A-1
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Host Government Legal Requirements and Approvals
Compulsory Licensing

It is generally acknowledged that the developing nations of East
Asia encourage the transfer of technology into their countries. However, the governments of East Asia have also structured their laws to
include possible compulsory licensing, to require approvals for technology license agreements and foreign investment, and in some cases,
have limited the length of time these agreements may be valid. Thus,
in addition to conducting an audit of intellectual property protection
available, it is necessary to understand the legal requirements for licensing and technology transfer imposed by the host government.
Some of the countries of East Asia, including Vietnam and Thailand, include in their patent laws the obligation to exploit a patented
invention. A strict obligation to produce the patented invention
(known as working the invention) may require the patentee to produce the product in the host country or risk the granting of a compulsory license to a third party. Partial or weak obligations to work the
invention in the host country provide the patentee with greater freedom to decide whether to exploit an invention through local production, import the patented product, or license third parties to use the
technology.
With the globalization of economic activity and the lowering of
trade barriers, one possible consequence of having a weak compulsory
license scheme is the displacement of foreign direct investment
through direct imports rather than technology transfer licensing.
Thus, the developed countries generally have limited or eliminated
any compulsory licensing requirement as incompatible with the
globalization of economic activity, while the developing countries
have tried to maintain the requirement to ensure an infusion of technology. Under TRIPS, compulsory licensing rules for member countries will be limited but certainly not eliminated.2 6 If a compulsory
license is granted by a government, the patentee is entitled to some
reasonable royalty as determined by the host government. In fact,
TRIPS requires that member states enact laws to provide the patentee
with "adequate remuneration ... taking into account the economic
value of the authorization."2 7
26. See TRIPS, supra note 14, art. 31, 33 I.L.M. at 95 (limitations on the granting of
compulsory licenses under the domestic patent law of member states).
27. Id. art. 31(h), 33 I.L.M. at 95.
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Another example in which a compulsory license may be granted
is the case where a license is granted to permit the exploitation of a
second patent owned by a third party. This second patent may be an
improvement to the first patent owned by the foreign technology
transferor. If the second patent is deemed to be very important to the
host country's economy and cannot be practiced by the third party
without infringing the first patent, many countries in the region will
grant a compulsory license to the third party. The government will set
the royalty for the compulsory license if the parties cannot agree.
With certain limitations, TRIPS also permits this type of compulsory
license.2s
The compulsory licensing requirements in Vietnam illustrate
some of the concerns faced by a potential foreign transferor of technology. Under Article 14 of the Decree on the Protection of Industrial Property Rights, the Chairman of the State Commission for
Science and Technology has the power to grant a compulsory license
in a number of situations.29 For example, if after a period prescribed
by the Council of Ministers the owner of the patented technology has
not, without justifiable reason, utilized the technology in Vietnam, or
has not met the needs of the socio-economic development of the
country, and a third party has been unable to obtain a voluntary license from the patent owner, a compulsory license may be granted
upon the request of the third party. Also, a compulsory license may
be granted if the first party who holds a patent has been unable to
obtain a license from the owner of another patent that is infringed by
the invention of the first party.
A compulsory license may also be granted when the Chairman of
the State Commission for Science and Technology considers it necessary to use the invention for national defense and security, medical
purposes, or other vital public interests. zu
In Thailand, the compulsory license provisions of the Patents Act
are more defined, and therefore more predictable than in Vietnam.
The provisions provide, in pertinent part, that after the expiration of
four years from the filing of a patent application or three years from
the grant, whichever is later, a third party may file a request with the
28. Id art. 31(1), 33 I.L.M. at 96.
29. Ordinance on the Protection of Industrial Property Right, art. 14 (190)

(Vietnam).
30. Id.
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Director General of the Department of Intellectual Property for a
compulsory license.3 ' The requester must show that either:
a) The patented product has not been produced, or the patented process has not been applied in Thailand, without any
sufficient reason, or
b) That no product produced under the patent is being sold
in any domestic market, or that any such product sold is being sold at unreasonably high prices or does not meet the
public demand, without sufficient reason.32
The requester must also prove that he has attempted to obtain a
license, but that an agreement could not be reached, and must disclose
sufficient proposed terms, conditions, and royalties of his negotiations
with the patentee.33 This disclosure has the effect of illustrating to the
Thai government that the applicant has made a good faith effort to
obtain the license and will also provide the government with a starting
point in determining appropriate conditions for a compulsory license.
A compulsory license is also available in Thailand if the exploitation of a patent is likely to constitute an infringement of another person's patent. The owner of a patent that is about to be exploited may
apply for a compulsory license to use another's patent subject to a
number of conditions. 34 In Thailand, a decision to grant a compulsory
license may be appealed to the Board of Patents within sixty days of
the ruling, and if still not satisfied, a party can appeal the Board of
Patents decision to a court within sixty days of that ruling. 35 The Thai
law also provides that the government may use a patented invention
for the benefit of national defense, public utilities, the prevention of
severe food or medicine shortages, or for other noncommercial public
interests. 36 As in the case of Vietnam, the Thai government is obligated by statute to pay a royalty to the patent owner. The amount of
37
the royalty, of course, may be the subject of negotiation and dispute.
Whether the host country's patent laws include provisions for
compulsory licensing is a factor in structuring the technology transfer.
In addition to the existence of such provisions, it is also important to
understand how the compulsory license rules have been applied, in31. Thai Patents Act, supra note 17, § 46.
32. Id.

33. Id
34. Id § 47.
35. Id. § 50.
36. Id. § 51.

37. Id.
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cluding the conditions under which compulsory licenses have been
granted. Another important consideration is whether the foreign technology transferor anticipates working the patent in the host country,
thereby minimizing the possibility of a grant of a compulsory license.
V.

Licensing Requirements in the Host Country

All of the East Asian countries permit the licensing of technology
in one form or another. However, as licensing may result in unfavorable economic or social conditions, governments have intervened to
control certain licensing terms. These terms may prohibit a patentee
from imposing any condition, restriction, or royalty, which is an unfair
restraint of trade.3 s The patentee is also prohibited from charging a
royalty after the patent expires.3 9 A patent license may also be exclusive or nonexclusive and the parties may select the method for calculation of royalties. Thus, a potential licensor of technology is generally
given relatively wide latitude under the law to structure the license.
A.

Exemplary Vietnamese Requirements

The technology transfer laws of Vietnam exemplify a more controlled methodology for transferring foreign technology into the country. The licensing of intellectual property and the transfer of
technology into Vietnam is governed by a number of regulations:"
These regulations are the principal but not exclusive rules governing
technology transfer and licensing in Vietnam. The regulations cover
the licensing of inventions, trademarks, and trade secrets.
An important aspect for the foreign transferor to appreciate is
that the regulations impose different requirements for licensing in the
case of contracts made between Vietnamese entities as compared with
a transfer or license between a foreigner and a Vietnamese party. The
official policy of the Vietnamese Government is to encourage the
transfer of technology on the basis of "equality and mutual benefit.""1
38. ld. § 39(1).
39. d § 39(2).

40. See generally Regulations on Licensing (Dec. 28, 19S3); Circular of the Ministry of
Science Technology and Environment Guiding for Implementation of Regulations on Approval and Registration of License Contracts (Apr. 15, 1994); Law on Foreign In.estmnt
in Vietnam (Dec. 29, 1987); Ordinance on Transfer of Foreign Technology to Vietnam
(Dec. 5, 1988); Decree on the Transfer of Foreign Technology into Vietnam (Mar. 4, l9l1);

Circular on Transfer of Foreign Technology into Vietnam (Jan. 2-. 19U)4 Most of thesa:
laws have been translated from the Vietnamese and are available in PHlILmI'3 FO', Fo.EIGN I
.iN-r LAWs OF VNI'NAM (1993).
41. Ordinance on Transfer of Foreign Technology to Vietnam, supra note 49, art. 1.
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Technology transfer is defined as the transfer of patents, licenses and
other industrial property rights, know-how, technical consulting, and
training. 42
Despite the acknowledged desire on the part of the Vietnamese
government to encourage technology transfer, completing a successful
transaction takes time and patience. There are a number of steps that
must be taken before a Vietnamese entity and a foreign party can
enter into a technology license agreement and begin conducting business. The Vietnamese party must first receive permission from the
government to negotiate the license. The agreement must also meet a
number of requirements and be approved by the Ministry of Science,
Technology and Environment (MOSTE). Once MOSTE has granted
approval, the agreement must be registered with the National Office
of Industrial Property (NOIP). Moreover, only certain organizations
are permitted to directly negotiate and sign license agreements; all
other entities must use the services of one of the approved organizations to negotiate and sign the license. However, the party seeking
the license is not excluded from the negotiations and can join in the
discussions with the foreign party.
The regulations also provide requirements for the terms of any
technology license. In general, the license agreement must be in writing and may not extend for more than seven years or the period of the
monopoly right held by the licensor, whichever is shorter.4 3 The period of the agreement may be extended with Vietnamese government
approval. On the positive side, the regulations provide that technical
information and know-how transferred under the contract may be
kept confidential. 44 With MOSTE approval, this obligation may continue even after the expiration of the contract, until the information
enters the public domain.
Once a transferor has completed the technology transfer license
negotiation through an approved party, the parties are still required to
submit an application for approval of the license to MOSTE within
thirty days after signing of the contract. 45 Upon receipt of the application and the signed license, MOSTE is required to make a decision
within thirty days, and if no affirmative decision is made within that
42. Id. art. 3.
43. IaMart. 10.

44. Md art. 6(6); Regulations on Licensing, supra note 40, art. 19.
45. Ordinance on the Transfer of Foreign Technology into Vietnam, supra note 40, art.
13 ("A technology transfer contract shall be effective only after it has been officially
approved.").
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time period, the license is deemed to be approved. If MOSTE approves the technology license, the parties must then apply for registration of the license with NOIP. Upon receipt of the application, NOIP
must act to either register or refuse to register the application within
thirty days. In practice, NOIP may require the parties to respond to
questions or objections by the office. In addition, although NOIP generally is not permitted to refuse to register a license agreement approved by MOSTE, NOIP may request MOSTE to reconsider its
approval. Registration of technology licenses is required to obtain export and import permits and to enforce intellectual property rights.
Finally, although it is possible to amend a technology license, the
amendment must be approved by MOSTE and registered with
NOIP.46
In practice, the completion of a successful technology transfer
agreement in Vietnam is complicated by other aspects of Vietnamese
law, including laws relating to the taxation of transferred technology.
Absent a waiver, the technology supplier must pay income taxes and
import duties on equipment related to the technology transfer.4 7 In
addition, the laws on the transfer of technology are related to the laws
on the establishment of joint ventures. Technology transferred by a
foreign party as a contribution for the establishment of a joint venture
with a Vietnamese party under the Foreign Investment Law is considered a technology transfer in foreign investment.4 s
A discussion of the requirements for establishing a joint venture
in Vietnam is beyond the scope of this Paper. However, the selection
of an appropriate joint venture partner is obviously a critical component in the success of any such business endeavor. Historically, the
joint partner contributes little capital to the venture, but provides the
land and other noncurrency resources. As the potential upside for
any such foreign partner is great, the selection may be influenced by
politics and political connections, and even by informal side agreements with foreign government officials.
In practice, the technology transfer agreement is included in the
application for an investment license. The powerful State Commission for Cooperation and Investment (SCCI) must grant the investment license and a technology transfer certificate in foreign
46. See generally Decree on the Transfer of Foreign Technolo"g, into Vietnam, supra
note 40, arts. 15-22.
47. L art. 23.

48. Law on Foreign Investment in Vietnam, supra note 40. art. 7.
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investment after receiving recommendations from the State Commission for Science.
Establishing a joint venture with a Vietnamese party and obtaining the necessary investment licenses are steps that must be completed in addition to negotiating the technology transfer agreement
and obtaining its requisite approvals and registration. The
Vietnamese administrative structure is undergoing constant change
and represents perhaps the best example of the problems that a potential foreign technology transferor may encounter in East Asia. As
with other business negotiations in Asia, patience, persistence, and
understanding go a long way down the path to success.
VI.
A.

Enforcement and Dispute Resolution

Host Country Judicial Remedies

Another critical concern in the negotiation of a successful technology transfer agreement is the enforcement of the agreement and
dispute resolution. It is generally true that in East Asia a transferor is
advised to avoid litigation in the host country's court system. The
most notable exception to this rule is that many businessmen believe
that they will receive fair treatment in the courts of Singapore and
Hong Kong due to a combination of a common law legal history and
relatively little corruption. At the other extreme, Vietnam's People's
Courts are to be avoided.
Once a foreign owner of technology has quantified the technology to be transferred, ascertained the intellectual property protection
available in the host country, and determined the best method of
transfer to minimize exposure given the protection available, a careful
review of available enforcement and remedies should be conducted.
For example, Thailand is a civil law country that has not developed a common law system of equity or equitable concepts to protect
trade secrets and confidential information.4 9 A carefully drafted technology transfer agreement should specify the parties' obligations to
protect trade secrets and explicitly state that any failure to take such
steps to protect the trade secrets constitutes a material breach of the
agreement. The objective is to obligate the licensee to keep the trade
secrets of the transferor secure.
49. The Thai Civil and Commercial Code, Book II, Title IV (Undue Enrichment) and
Title V (Liability for Wrongful Acts) may provide possible avenues of relief in the event a
property right is "injured." However, these sections were clearly not written with the protection of trade secrets in mind.
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In addition, although the unauthorized use or disclosure of trade
secrets may constitute a crime under the Thai criminal code, it is difficult to predict if the Thai government would pursue such a criminal
action." It is safe to say that given the history of Thai criminal enforcement in a business context, the penal statute will likely not be
adequate to protect the transferor's commercial interests. Accordingly, the foreign transferor must either make the best use of the existing Thai system or select another dispute resolution mechanism.
With respect to intellectual property enforcement and obtaining
relief in Vietnam, the legal and administrative enforcement mechanisms are in their infancy. The entire area of enforcement, court proceedings, and administrative relief is undergoing reform.5s The
current system is a hodgepodge of procedures and remedies that can
best be characterized as a jungle,-' rivaled only by the lack of remedies available in Cambodia and Laos.
B. Alternative Dispute Resolution
Even after carefully structuring the language of the agreement to
take maximum advantage of the remedies available under the local
laws, the remedies are still likely to be inadequate by Western standards. However, it is important that the transfer agreement refer to,
and as appropriate, provide for the use of the host country's local judicial system to provide maximum flexibility in the event of a breach of
contract, an infringement of intellectual property rights, or a misappropriation of trade secrets.
An alternative dispute resolution mechanism should be included
in the technology transfer agreement. Some jurisdictions require that
the parties first attempt to settle any dispute by negotiation; if negotiations fail, the parties must arbitrate prior to pursuing a court remedy. 3 Most jurisdictions permit the parties to specify a dispute
resolution mechanism, including international arbitration by a body
selected by the parties. There are a number of arbitration rules and
institutions available for selection, including the United Nations Com50. See Thai Penal Code, supra note 22.
51. In July 1994, the author presented a course covering U.S. legal structure and intellectual property laws to NOIP in Hanoi, along with representatives of other ministries.

The participants evidenced a particular interest in U.S. court proceedings, ci il enforcement mechanisms, and U.S. Customs activity to curb counterfeiting, as well as strategies to
avoid special section 301 trade sanctions.
52. See Harish Mehta, Surviving the Legal Jungles of Vietnam, Bus. TmiEs, Oat. S,
1992, at 11, available in LEXIS, World Library, Txtlne File.

53. See, eg., Regulations on Licensing, supra note 40, art. 21.
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mission on International Trade Law (UNCITRAL) Model Rules of
International Commercial Arbitration, 54 and the newly created Arbitration Center in Geneva of the World Intellectual Property Organization (WIPO). In addition, the United States and many of the
countries of East Asia are members of the Convention on the Recognition and Enforcement of Foreign Arbitral Awards (the "New York
Convention").55 The New York Convention provides that arbitral
awards made between contracting parties by arbitrators appointed by
the parties, or awards made by permanent arbitral bodies, are enforceable in the member countries. Thus, an arbitral award made by
the WIPO Center would be enforceable in a member country such as
Thailand, Malaysia, or Singapore.
The most helpful dispute resolution provisions are those that provide for a choice of law, categorize the possible breaches, and specify
the corresponding relief that the parties may seek. For example, a
mandatory negotiation or mediation provision may be included that
provides a schedule for the parties to meet and attempt to settle the
dispute. If the parties cannot resolve their differences, an arbitration
provision may be invoked for those breaches that involve economic
loss due to breach or failure to perform. In the case of a breach involving immediate and irreparable harm, it may be best to avoid the
arbitration provision and specify that the nonbreaching party may
pursue interlocutory relief in a jurisdiction selected in the contract or
in the local jurisdiction at the option of the injured party.
VII. Additional Terms and Considerations
A technology transfer agreement includes a variety of other
terms and conditions necessary to define the contract between the
parties. In addition to clearly identifying the technology to be transferred, the agreement must also specify the terms and time periods
under which the transfer will take place. The agreement may also provide for a trademark or service mark license as part of the transfer.
If the technology transfer includes the ultimate sale of products in
the host country, the licensor may also be required to provide the licensee with advertisements, sales and pricing information, and other
data to permit the licensee to market and sell the products. It is im54. U.N. GAOR 40th Sess., Supp. No.17, U.N. Doc. A/40/17, Annex, 83-95 (1985).
55. United Nations Convention on the Recognition and Enforcement of Foreign Arbitral Awards, June 10, 1958, 21 U.S.T. 2517, 330 U.N.T.S. 38 [hereinafter the New York
Convention]. Southeast Asian member countries include Thailand, Malaysia, Singapore,
Cambodia, Indonesia, and the Philippines. Id.
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portant to specify in the agreement whether this information is to be
considered proprietary and to be kept confidential by the licensee.
Moreover, provisions should include the return of all trade secret material upon the expiration of the agreement or upon the demand of
the licensor in the event of a breach by the licensee.
Provisions relating to technical assistance and training may also
comprise an important part of the technology transfer. The contract
should set forth the number of technical personnel to be provided by
the licensor and the location of the training, along with terms specifying the party that is to bear the expense of travel, accommodations,
and other incidental expenses. The technical standards and scope of
any documentation relating to the technology should also be carefully
defined.
The use of improvements to the transferred technology is an area
that the host government may regulate. An accepted provision is that
if at any time during the agreement one party discovers or develops an
improvement to the transferred technology, then that party must notify the other party of the improvement and the improvement will be
incorporated into the license agreement.-"' A transferor would be advised to specify in the agreement that any improvements made or discovered by the transferor or transferee in the host country shall
automatically be subject to the technology license.
Due to government pressure, it may not always be possible to
limit the application of provisions relating to improvements to the
technology made in the host country; however, such limitations are
desirable. Moreover, it is important to provide clearly for the ownership of any such improvements and whether there will be any right of
continued use of the improvements after the expiration of the technology license agreement. The use of grant back clauses, wherein the
licensee agrees to grant back to the licensor any rights to improvements to the technology that the licensee discovers or develops, are
suspect and may not be permissible. Such a grant back runs counter
to the policy of the East Asian governments to retain as much of the
technology as possible in the host country.
A schedule of milestones, payments, and royalties should be provided for agreements that require construction, development, or manufacturing. One of the goals of a carefully drafted technology transfer
agreement is to minimize misunderstanding and to avoid material
56. See, e.g., Decree on the Transfer of Foreign Technoloey into Vietnam, stura note
40, art. 12.
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breaches and consequent losses. This is particularly important for the
foreign transferor of the technology. Detailed specifications, engineering requirements, test methods, and schedules, along with payment schedules, are standard practice when technology is transferred,
manufacturing facilities are constructed, and products are sold for internal consumption and possible reexport from the host country. Obtaining certificates of readiness for commercial production, complying
with test standards, achieving necessary government approvals for
such compliance, and similar milestones for performance by the transferee should be coupled with investment obligations of the transferor.
These obligations may include additional technology transfer or capital investments.
It is also important to clarify the obligations of the parties in the
event that a third party infringes the intellectual property rights licensed under the transfer agreement. In general, it is common to require both the transferor and the transferee to notify the other if
either party becomes aware of a claim of infringement by a third
party. It is also common in licensing technology in East Asia for the
agreement to specify that it is the responsibility of the transferor to
defend and indemnify the transferee for any damages or costs as a
result of infringement. The transferee typically has the obligation to
provide assistance to the transferor in preparing the defense. A related issue is the case where a third party is infringing the intellectual
property rights of the transferor that are the subject of the license.
Once again, the technology agreements in this region generally require the transferee to report the infringement and the transferor to
take steps to abate the infringement and protect the local market.
In some cases, parts and other components of an end product to
be assembled in the host country must be imported. For example, the
transferor may be forming a joint venture to assemble and build cars,
disk drives, or other complex products in the host country. The current state of technological sophistication in the host country may not
be sufficient to provide all of the necessary components for the final
product. In negotiating an agreement of this type, it may be more
palatable to the host government if some form of general schedule for
localization is included in the agreement. The localization of the operation is designed to phase in the use of local sources for the components needed for production and assembly of the final product.
In the example of a car assembly plant constructed as a joint venture, it is likely that many of the components will be initially imported
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into the host country as a "kit" for assembly.57 From the perspective
of the host country, the importation, assembly, and sale of kit-built
products does not adequately contribute to the technology base of the
country. There will also be additional costs for the transferor as a
result of higher duties payable on the imported component products.
However, the in-country manufacture of the component parts, their
assembly, and sale does provide significant added value to the transaction. Although it may not be possible to immediately manufacture or
buy the necessary component parts in the host country at the beginning of an endeavor, including a localization plan in the memorandum
of intention or in the agreement may make it possible to obtain additional concessions from the host government. These concessions may
range from lower tax rates or tax moratoriums to easier passage
through the license approval process.
The controlling language of the agreement and its interpretation
should also be specified in the contract. In most transactions, English
is selected as the language of interpretation, with a reference version
of the contract provided in the language of the host country. In the
event of a discrepancy, the English version should prevail. It is also
common for both the English and the foreign language version of the
agreement to be executed. In general, the language for correspondence and other communications between the parties is the same language as that chosen for the contract and its interpretation.
Finally, provisions relating to warranties and insurance should be
considered, as appropriate for the particular transaction. If the agreement includes the sale or purchase of component parts or other goods,
the United Nations Convention on Contracts for the International
Sale of Goods (the "U.N. Convention") may apply. : The U.N. Convention plays a role similar to the Uniform Commercial Code in the
United States and sets forth the rights and obligations of a buyer and
seller for terms not covered in the contract. In many instances, the
parties may prefer to waive the provisions of the U.N. Convention.
57. A recent example of a kit technology transfer is the case of a small OrQe6n company, Tech-Mark, Inc. Tech-Mark successfully completed a transaction to -211 a S.2 million, ready-to-operate, 7,400 square foot meat processing plant to China, %,ith some
assembly required. Qff the icker How Many Rolls of Bubble Wrap? L.A. Tit' es, Sept, 6.
1994, at D1.Also, the Hanoi-based Vietnam Motors Corp. purchases car kits from MazJa

Motor Corp. in Japan to assemble vehicles for domestic sale in Vietnam. Sce NLss.an Considers Assembling Buses in Viemam, AGENCE FR.-PREssE, Nov. 30. 19)2, ara,'bie in
LEXIS, Asiapc Library, Allasi File.

58. 52 Fed. Reg. 6262 (1987) (U.S. ratification of the Convention and the ofiicial English text).
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VIII. Conclusion
Structuring a successful technology transfer, license, or sale to
East Asia requires the consideration of a variety of issues. An intellectual property audit and a detailed plan for technology transfer
should be prepared prior to entering into negotiations with the host
government or a potential transferee. Costs and benefits must be
weighed in order to minimize potential risks and to maximize protection. Once negotiations begin, it is important to be sensitive to cultural issues and remain flexible without jeopardizing good business
judgment. At the end of the day, the transfer should be profitable for
the parties and benefit the host country. Given the rapid growth of
these nations, it is likely that the countries of East Asia will continue
providing strong economic incentives to encourage foreign direct investment well into the next century. As such, there will continue to be
opportunities for the prudent investor to profitably transfer technology into the region.

